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REPLY COMMENTS OF AT&T CORP.

Pursuant to the Commission's Report and Order and Notice of
Proposed Rulemaking in the above-referenced proceeding,' AT&T Corp.
("AT&T") respectfully files these Reply Comments. AT&T limits these Reply
Comments to the issue it addressed in the comment phase of this proceeding
-- whether open video system operators should be permitted to offer bundled

packages of local and long-distance telephone service, video programming

Implementation of Section 302 of the Telecommunications Act of1996
Open Video Systems, Report and Order and Notice of Proposed

Rulemaking, CS Docket No. 96-46, released March 11, 1996 ("NPRM").

delivery, and data transmission over integrated networks.?

1

> NPRM at para. 66. Generally, the NPRM seeks comment on how the

Commission should implement the requirements of the
Telecommunications Act of 1996 (Pub. L. No. 104-104, 110 Stat. 56,

(footnote continued on following page)
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As expected, the local exchange carriers ("LECs") (Joint Parties®
at 30 and NYNEX Corporation ("NYNEX") at 28-29) recommend that the
Commission not adopt any rules restricting the bundling of telephone
services, cable services and data transmission.* These commenters argue
that a prohibition against bundling will deny them the "flexibility to offer their
services in the manner they conclude will best secure customers."” The cable
operators, by contrast, contend that they will be put at a competitive
disadvantage unless telephone companies are prohibited both from bundling

and jointly marketing their telephony services with cable services.’

(footnote continued from previous page)

adopted February 8, 1996) with respect to the provision of video
programming by means of an "open video system" that will promote
competition and increase customer choice.

The Joint Parties are Bell Atlantic Telephone Companies and Bell Atlantic
Video Services Company; BellSouth Corporation and BellSouth
Telecommunications, Inc.; GTE Service Corporation and GTE Media
Ventures, Inc.; Lincoln Telephone and Telegraph Company; Pacific Bell;
SBC Communications Inc.; and Southwestern Bell Telephone Company.

As used here, "bundling” means the offering of multiple products and/or
services for a single price. "Bundled" products and/or services are either
not available separately, or can be obtained separately only at an
aggregate price that differs from the price for the bundled offer. See, e.g.,
Amendment of Section 64.702 of the Commission's Rules and
Regulations (Second Computer Inquiry), Final Decision, 77 F.C.C.2d 384,
442 (1980) ("Final Decision").

See, e.g., NYNEX, p. 28.

®  Continental Cablevision, Inc. ("Continental"), p. 15 ("the FCC [should] . . .
not . . . allow any joint marketing by [telephone companies and their open
video systems]"); Cox Communications, Inc. ("Cox"), p. 9 and Comcast
Cable Communications, Inc., Adelphia Communications Corporation and

(footnote continued on following page)
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AT&T demonstrated in its comments (at 3-4) that bundling of
competitive and non-competitive services can inhibit competition, by allowing
the non-competitive service provider to create bundled offers that cannot be
matched by the individual offerings of the providers of the competitive
products and services. The Commission itself expressed this concern,
warning of the incentive of monopoly providers “to use bundling as an anti-
competitive marketing strategy.”’

This concern is also reflected in the comments of cable
operators, who fear "that a telephone company could bundle its local
exchange and [open video system] offering while effectively preventing cable
operators . . . from offering a competing package by dragging its feet with
regard to interconnection."”® In the absence of competition, the risk of such
conduct far outweighs any benefit of "allow[ing] the marketplace to operate, at

least until there is clear evidence of abuse or market failure."®

(footnote continued from previous page)

InterMedia Partners, L.P. ("Comcast"), p. 9 (LECs should not be permitted
to jointly market open video systems with local exchange service until the
LECs are certified to be in compliance with Sections 251 and 252 of the
Telecommunications Act of 1996); and National Cable Television
Association, Inc. ("NCTA"), pp. 24-25 ("the Commission should institute
an in-bound telemarketing process that levels the competitive playing
field").

" Final Decision, 77 F.C.C.2d at 443 n. 52 (1980).

Comcast at 9; see also Cox, p. 9.

NYNEX, pp. 29-30. The Joint Parties argue (p. 30) that the Commission
should let the market determine the manner of service bundling options

(footnote continued on following page)
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On the other hand, to the extent that the cable companies
recommend that the LECs not be permitted even to jointly market their non-
competitive telephone service with video services, this recommendation may
go beyond what is appropriate to protect the public from anticompetitive
conduct. Such joint marketing may be appropriate so long as the Commission
requires that the components of the offer be available from the provider on an
individual basis (that is, not only as a single-price bundled offer), and the
costs of such joint marketing effort be allocated in accordance with approved
joint cost allocation rules. When such safeguards are established, joint
marketing allows providers to offer the comprehensive solutions desired by

customers, while achieving marketing and cost efficiencies. '

(footnote continued from previous page)

offered to customers, because "[c]ompetitive markets require regulatory
forbearance." Until the Commission finds that the local telephone market
is competitive, the Commission should not permit the bundling of these
non-competitive services.
' Amendment of Section of 64.702 of the Commission's Ruies and
Regulations (Third Computer Inquiry), Report and Order, 104 F.C.C.2d
958, 1012 (1986).
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WHEREFORE, for the reasons stated above, AT&T
recommends that the Commission prohibit the bundling by open video system
operators of non-competitive services with their competitive offerings, but
allow for the joint marketing of competitive and non-competitive services,
under approved cost allocation rules.

Respectfully submitted,

A : ZT Corp.
By L :

Mark C. Rosenblum
Ava B. Kleinman
Seth S. Gross

Its Attorneys

Room 3245F3

295 North Maple Avenue

Basking Ridge, New Jersey 07920
(908) 221-8312

April 11, 1996

AR SEBR0E - al MYT TTdYW "N S6¢ 1RIY:-WOdd SP:S1 96-11-ddv



CERTIFICATE OF SERVICE

I, Rena Martens, do hereby certify that on this 11th day of April, 1996, a
copy of the foregoing "Reply Comments of AT&T Corp.”, was mailed by U.S.
first class mail, postage prepaid, to the parties listed on the attached Service

List.

“Rena Martens
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